





Monthly Letter on 


Eeonomie Conditions 
Government Finance 





General Business Conditions 


HE month of September, which often 

gives a lead as to the course of fall 

business, has turned in rather neutral 

reports this year both on trade and 

the markets. Not long ago business 
men were being told, by Washington particu- 
larly, that a revival of inflationary pressures in 
the fall was to be expected. Some private ob- 
servers were equally convinced that the trend 
would be downward, under pressure of inven- 
tory liquidation. Actually neither trend has ap- 
peared. Thus far production and price indexes 
have shown a high degree of stability. Aggregate 
industrial output, since the end of the vacation 
shutdowns, has held not far below the spring 
peak despite consumers’ goods curtailment. Gen- 
eral merchandise trade has improved season- 
ally, but not yet as much as merchants had 
hoped and certainly not so much as to prompt 
new inflationary talk. Wholesale prices on the 
average, after dropping since March, have been 
steady for several weeks. The latest official con- 
sumers’ price index (cost of living), as of mid- 
August, was unchanged from July at 85.5 per 
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cent above the 1935-89 average; this index has 
moved sideways since late spring, and prohably 
it has not changed much in September. 

When set against the earlier predictions and 
dangers of renewed inflation, this price stability 
should give general satisfaction. The country 
is in a boom of enormous magnitude, dominated 
by expenditures for capital goods and defense. 
Its investment in industrial plant and equip- 
ment, construction and inventories (collectively 
reported as “gross private domestic investment” ) 
in the first half of 1951 represented 19.1 per 
cent of the gross national product, the highest 
ratio ever recorded. On top of this another 17% 
per cent of the national product was diverted 
to satisfy government demands for goods and 
services, a total of 36.6 per cent in these two 
classifications. This ratio was exceeded during 
the war, but has otherwise never been closely 
approached. In these areas the pressures are 
intense. 

Offsets to Inflationary Forces 


But despite these enormous demands, and 
the absorption of an increasing share of the 
country’s resources to meet them, people’s every 
day wants have been so well supplied that the 
price trend has been downward or flat for over 
six months. The immediate explanation of this 
phenomenon is the extent to which the boom 
had been anticipated and consumers’ goods in- 
ventories built up. At the same time, however, 
this state of plenty points up the stupendous 
productive capacity of the American economy. 
The country is now reaping the fruits of its huge 
postwar investment in industrial plant and ma- 
chinery. In the six years ending December, 
American business will have spent $109 billion 
on plant and equipment, according to the re- 
ports of the Department of Commerce and the 
Securities and Exchange Commission. The rec- 
ord-breaking output of materials and finished 
products that is now flowing out of these plants 
throws light on the controversy over industrial 
profits that has raged since the war. Without 
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these much-criticized profits, the investment 
could never have been made, and the country 
would not now have the benefits. 

This productive power has saturated many 
specific markets, even under conditions of high 
demand. The stimulus of the inventory build-up 
is now largely exhausted. In mercantile lines for- 
ward commitments have been reduced sharply. 
Finally, people in the aggregate in recent 
months have been accumulating savings or pay- 
ing off debts at the best rate since the end of 
the war. These explanations of the check to 
the rise are all inter-related. People are saving 
more partly because they have stocked up and 
because they see so many goods forthcoming 
that they have less fear of shortages and higher 
prices. Moreover, they face higher taxes; and in 
some areas, due to lessened demand or materials 
shortages, employment and payrolls have lagged. 

In any case conservatism in consumer spend- 
ing is wise behavior for the individual and good 
for the country. If people were cashing in their 
liquid savings and buying as wildly as they did 
immediately after the Korean war started, the 
industries would hardly be able to meet their 
demands while at the same time supplying need- 
ed construction and industrial equipment and 
growing defense requirements. The lesson is 
that saving is the best defense against inflationary 
dangers and the most effective contribution to 
stability that individuals can make. 


Production Index Recovering 

Fears that business might go the other way, 
and slide off materially, also seem less pro- 
nounced. The action of the Federal Reserve 
Board’s index of industrial production is reas- 
suring, for the rise since July, while modest, 
appears to prove that the setback in that month 
was chiefly due to vacations and that no down- 
ward spiral is in operation. Retail and whole- 
sale inventories of general merchandise, which 
have been the weakest spot in the outlook, are 
still heavy, but the curtailment of forward com- 
mitments promises to bring stocks back to nor- 
mal fairly rapidly. The furnishings and soft 
goods industries are passing through a readjust- 
ment of a kind quite familiar to them. Of 
course familiarity does not make it agreeable, 
but the correction is taking place in a time of 
sustained purchasing power, supported by heavy 
goods and defense activity, which should shorten 
and moderate the difficulties. The essence of the 
matter is that the slackening in soft goods does 
not go around the circle into the capital goods 
and defense industries, or into petroleum, chem- 
icals or metals. These major industries face 
unprecedented demands irrespective of the 


trend in textiles, furniture, shoes and floor cov- 
erings. Thus the downward spiral is blocked 
before it starts. 

Nor is it possible yet to foresee when the 
support of the heavy industries will slacken ma- 
terially. As the following article in this Letter 
brings out, federal government spending for 
the fiscal year beginning July 1, 1952 is now 
expected to run between $80 and $90 billion. 
Such a program courts many dangers and lays 
enormous burdens on the country. Any discus- 
sion of the outlook for trade and industrial ac- 
tivity should point out, however, that the de- 
mand for goods and services that will flow out 
of these expenditures will keep business active 
in wide areas. The production called forth will 
create purchasing power to be felt in all busi- 
ness. 


Cost of the Cold War 


With the passage by the Senate last month of 
the $59% billion appropriations bill for the 
armed forces, it becomes possible to take some 
measure of what the cold war is costing the 
American people. The bill, calling for the largest 
expenditures of any single money bill in U.S. his- 
tory, is at this writing before the House-Senate 
conference committee to be reconciled with the 
$56 billion voted earlier by the House. 

Staggering as these totals are they still tell 
only part of the story. First, they do not include 
the cost of carrying on the Korean war since 
June 30 last, nor an additional $5.9 billion au- 
thorized for military construction, funds for 
which will have to be voted before the close of 
the present fiscal year next June. 


Second, they do not include expenditures for 
foreign military and economic aid for which a 
conference committee of both Houses has recom- 
mended authorizing $7.5 billion. 


Nor do the military figures include many other 
items related to defense but carried elsewhere in 
the budget, such as the greatly enlarged atomic 
energy program, defense housing, and many 
other activities. Indications are that the savings 
voted by both House and Senate in early action 
on appropriation bills will be offset by increases 
in the military program and elsewhere, and that 
total appropriations this year will exceed the $94 
billion requested in the January budget. 





Actual Expenditures Lag Behind 
Appropriations 
Not all of these vast sums appropriated, of 
course, are expected to be spent during the cur- 
rent fiscal year. Some will carry over into sub- 
sequent years. 
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Actual expenditures have been running some- 
what behind budget estimates. Whereas the 
President’s budget last January for fiscal ’52 fore- 
cast expenditures amounting to $71.6 billion, 
figures presented in June by Assistant Budget 
Director Elmer B. Staats to the Senate Finance 
Committee indicated a downward revision of 
over $3 billion to $68.4 billion. This was due 
mainly to the lag in acceleration of national se- 
curity outlays. 


There is little comfort, however, in these fig- 
ures. Not only is $68.4 billion an enormous total, 
but it does not yet fully reflect the rising tide of 
expenditures flowing from appropriations and 
authorizations. As Mr. Staats summarized the 
outlook: 

As a result of this increasing rate, direct military 
expenditures, including military assistance to our allies, 
can be expected to total between $55 and $65 billion in 
1953, as compared with about $42 billion in 1952. In 
addition, other national security programs such as stock- 
piling, atomic energy, defense production and economic 
stabilization and maritime activities amount to another 
$5 billion in 1953. Other ome programs which 
include veterans benefits and interest on the public debt, 
even if held below their present levels, will amount to 
almost $20 billion. 

On the basis of these calculations, Mr. Staats 
foresaw total budget expenditures for 1953 run- 
ning between $80 and $90 billion. 

From the peak of defense expenditures sched- 
uled for late in fiscal 53 or early in fiscal ’54, 
Mr. Staats foresaw a gradual decline during fis- 
cal 54. After our military readiness objective 
has been achieved he expected that military ex- 
penditures of the Defense Department would 
“be sustained at a level of $40 billion per year.” 


The accompanying table condensed from the 
report on “Inflation Still A Danger” published 
August 15 by the Joint Congressional Committee 
on the Economic Report presents a long-term 
summary of actual and projected expenditures 
as computed by the committee’s staff of experts. 
Figures are given separately for Defense De- 
partment military functions and for total budget. 
The report cautions that these estimates are 
neither recommendations nor forecasts. They are 
merely projections in terms of present prices and 
pay scales of how present plans to modernize 





U.S. Government Expenditures for Defense Department 
Military Functions, and Grand Total; Actual 1951 and 
Estimated 1952-56 


(In Billions of Dollars) 


Defense Department 
Military Functions 


$ 19.2 




















the Defense Department and to maintain task 
forces at a permanent 3% million man status 
would work out. Their usefulness is in giving 
some approximate idea of the magnitude of the 
program upon which the country is embarked. 


Where’s the Money Coming From? 

The question that must be raised in everyone's 
mind who views these figures is, where is the 
money coming from? 

As was pointed out by the Senate Finance 
Committee in reporting out the pending tax bill, 
this is the third time that Congress has been 
called upon to consider revenue increases since 
the outbreak of hostilities in Korea a little over 
a year ago. The Revenue Act of 1950, which be- 
came law on September 23, 1950, increased rev- 
enues by $6.1 billion; the Excess Profits Tax Act 
of 1950, enacted on January 3, 1951, raised rev- 
enues by $3.9 billion —a combined increase of 
$10 billion annually. Including these increases 
the American taxpayers under present law are 
already facing a federal tax load for this fiscal 
year estimated at approximately $61 billion. 
If state and local taxes come to $18 billion, and 
national income averages around $290 billion 
during fiscal 52, present taxation will claim 28c 
out of every dollar. 

The President has asked for an additional $10 
billion in revenues to keep the Federal Govern- 
ment on a pay-as-we-go basis. The House of 
Representatives approved a bill expected to add 
$7.2 billion in a full year of operation, while 
the Senate approved a bill to add $5.5 billion. 
The Senate Finance Committee stressed the 
severity of tax increases since Korea as follows: 

The revenue raised by these two acts (Revenue and 
Excess Profits Tax Acts of 1950), plus that provided by 
your committee’s bill, will add to federal revenue 
$15,500 million at calendar year 1951 levels of income 
and in a full year of operation. These three revenue- 
raising measures on the average will increase the taxes 
of individuals by 29 per cent of the amount which 
would have been due under the prior law, and will raise 
corporate taxes by 52.9 per cent. 

Never before has so much additional revenue been 
raised in so short a period of time. Moreover, these 
three revenue measures have brought the income tax 
burden for most corporate and individual taxpayers near 
the World War II peak and for many such taxpayers the 
rates imposed under your committee's bill are above the 
maximum rates imposed during Werld War II. 

Yet still the budget will remain unbalanced if 
present spending plans are carried through. 
While indications are that, with enactment of 
the pending tax bill, the deficit may be held to 
moderate proportions in 1952, prospects for 1953 
are much worse. With expenditures for that 
year estimated at $80 to $90 billion, keeping the 
budget on a pay-as-we-go basis would mean 
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that the tax bill now before Congress would 
have to be supplemented next year by still an- 
other calling for $10 billion or more. To the 
extent that tax revenues fall short of these gov- 
ernment outlays, the resultant increase in pur- 
chasing power in the hands of the people will 
add to the upward pressure on prices. 

But where, indeed, are these billions of new 
taxes coming from? 


Has Taxation Reached the Limit? 
The question being raised increasingly in 
Congress is, whether taxation has not reached 
the limit of safety for the economy. 


Chairman Doughton of the House Ways and 
Means Committee, in reporting out the House 
tax bill last June, warned that it is “unlikely that 
we shall be able to increase substantially the 
yield of the federal tax system beyond what is 
included in the present bill.” The pending bill, 
he said, would produce as much revenue “as 
could safely be collected from the economy un- 
der present conditions.” 


Senator George, chairman of the Senate Fi- 
nance Committee, in presenting that commit- 
tee’s bill to the Senate, declared that with en- 
actment of this measure Congress will have 
reached “the point of diminishing return” on 
individual and corporate income taxes. The 
limit of taxation has been reached, he added, 
“when we destroy the incentives of people to 
earn income, when we cause taxpayers to evade 
their taxes, and when we lead corporations to 
indulge in wasteful practices.” 

Similarly, the Senate Finance Committee in 
its report expressed “serious doubts” as to the 
feasibility of raising any substantial additional 
amounts of revenue from income tax sources. 


The report on “Inflation Still A Danger” by 
the Joint Congressional Committee, cited above, 
takes issue with these views. It says: 


Concern is sometimes i over the possibility 


that taxes are now approaching the limit of what the 
economy can bear. Insofar as adequate taxation is an 
alternative to inflation, the question is simply whcther 
it is easier to bear a rationally planned equitable tax 
schedule than to suffer the inequities of a tax levied by 
reducing the purchasing power of the dollar. 

With the expected increase in production, under pres- 
ent tax laws disposable personal income may rise by at 
least $15 billion by April-June 1952. For the population 
as a whole, proposed increases in individual income 
taxes and in excises will probably absorb less than half 
this amount. It would seem, therefore, that given an 
acceptable distribution of the burdens, the Simit on 
capacity to pay has not been reached. 


With all due respect to the committee, we 
suggest two points by way of rejoinder: 


First, that the statements about taxation as an 
“alternative” to inflation really begs the ques- 
tion. Taxation may be a better “alternative” to 
inflation and still be more than the economy 
can bear without harm. The fact is that both 
excessive taxation and inflation are injurious. 

Second, that the qualification in the second 
paragraph of the quote, “given an acceptable 
distribution of the burdens”, leaves some cru- 
cial questions unanswered. As the report goes 
on to say, “an equitable sharing of the burden 
under the proposed tax program must give due 
weight to the ability of individual taxpayers to 
pay and at the same time to preserving incen- 
tives for work and production.” 


But who is to say how the tax burden should 
be distributed so that it will still “preserve in- 
centives for work and production?” That is just 
what the argument is all about. Moreover, tax 
programs are not framed “ideally” in an atmos- 
phere unclouded by partisan interests. Taxes 
are political as well as economic questions. It 
is precisely the difficulty of finding the proper 
balance in taxes, and getting it accepted politi- 
cally, that constitutes — along with the overall 
burden — the tax problem. 


Spending Too Great 

In short, what all this adds up to in practice 
is that the spending is too great to be borne 
without doing substantial damage to the coun- 
try’s economy. With the strong sentiment in 
Congress against any further substantial tax in- 
creases after this year, plans for $80 to $90 bil- 
lion of federal expenditures in 1953 must, if 
carried out, mean resort to large scale federa! 
borrowing, with consequent increase in the na- 
tional debt and speeding up of the processes of 
inflation. 

To lessen these dangers, every effort should 
be made to cut down unnecessary spending, put 
off projects that are postponable, and hold un- 
avoidable increases within reasonable bounds. 
Plainly, the first task has been to reduce non- 
defense spending. Actually, while some reduc- 
tions have been made, the results overall have 
been pitifully inadequate. Instead of making 
room for increasing military costs by cutting 
non-defense activities, we have gone on with 
spending and politics as usual. It is no wonder 
that Senator Paul H. Douglas, of Illinois, one 
of the most dogged and conscientious fighters 
for economy in Congress, has spoken of the ef- 
fort as a “time-consuming and wearying task.” 

Nor can we afford to take a “hands off” atti- 
tude with respect to proposals for national se- 
curity spending, now amounting to some 70 per 
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cent of the total budget. Everyone agrees that 
criticism of waste and extravagance in the armed 
services should take account of the magnitude 
and urgency of the job they have to do. Never- 
theless, this is no excuse for not searching out 
the leaks and plugging them up by better meth- 
ods and tighter controls. 


Though President Truman has denied charges 
of waste in the military and civil departments, 
opportunities for substantial savings are con- 
tinually being pointed out by others. One no- 
table example was the sharp criticism of the 
Department of Defense by the House Appro- 
priations Committee in its report on the multi- 
billion dollar military appropriations bill, as 
given in the New York Times of August 7 and 
quoted in part below — 


It (the committee) charged waste in procurement, 
travel costs and employment. It alleged “shot-gun buy- 
ing” without due regard for the impacts on the civilian 
economy. 


Armed forces promotions were made so fast at higher 
levels, the committee asserted, that top ranks were be- 
coming overloaded. Acceptance of favors by procure- 
ment officers was’ denounced. Further, the committee 
held there were too many public relations officers. 

About $145,130,500, the committee found, could be 
cut from proposed Armed Service civilian payrolls. 
There was abuse of overtime, the committee stated, 
and directed that savings be made by paying overtime 
in extra time off rather than in cash at premium rates. 

Charges that there had been a hoarding of “blue 
collar” workers (per diem employes outside the classi- 
fied service) were “not without foundation,” the com- 
mittee declared. 


“The crying need in all the services,” declared Rep- 
resentative George H. Mahon, Democrat of Texas, chair- 
man of the subcommittee that conducted eleven weeks 
of hearings and then made the recommendations the 
full committee approved, “is for better planning and 
better management from top to bottom .. .” 

Another example was the carefully docu- 
mented address by Senator Douglas in the Sen- 
ate on September 10 citing possible cuts in the 
military budget — some subsequently adopted — 
designed not to reduce rearmament but to “get 
the same amount of strength with a smaller 
expenditure.” 

The Policy Question 

Underlying the whole problem is a great pol- 
icy question of how fast it is necessary for us 
to arm, and how much we can spend on arms, 
without so damaging the country’s economy as 
actually to worsen our longrun military strength. 

This question has come to the fore time after 
time in the discussions of this huge spending 
program in Congress. It is illustrated by the 
following paragraphs from a Washington dis- 
patch to the New York World-Telegram and 
Sun of September 14: 


Senator after senator, as he announced his intention 
to vote for the (Military Appropriations) bill, expressed 
grave concern about where we're heading on military 
expenditures and about the effect on the economy of 
appropriating such a vast amount of money when there 
was no all-out war. 


But the feeling was: How can we Senators substitute 
our judgment for that of the men at the Pentagon who 
are charged with the responsibility of defending this 
country? 

It is not only in the United States that this 
problem is causing serious concern, but even 
more among our partners in Western Europe. 
At the Ottawa Conference of the North Atlantic 
Treaty Organization (NATO) September 15-22, 
European representatives generally held that if 
they were to urge their defense programs ahead 
with greater speed they would take the risk of 
setting up a new wave of inflation and currency 
disorders which they believe would add to the 
internal danger from communism. As one French 
diplomat put it, “With you Americans the big 
problem is the immediate threat of Russia to our 
collective security; with us the big problem is 
the immediate threat to our standards of living 
which cannot be depressed materially without 
endangering public support for the rearmament 
program .. . Communist aggression from within 
is as real . . . as from without.” 


While the dilemma is more dramatic abroad, 
it exists just as truly in this country in the sense 
of finding the right balance between military 
and economic strength. More inflation here 
would have serious effect upon our own econ- 
omy and arms effort, but still more serious effect 
upon the delicately balanced situation in Europe. 
Inflation here sends its tremors everywhere in 
the world. 


Retailers’ Earnings Squeezed 





Reports of leading retail corporations for the 
first half of 1951 show in most cases higher dol- 
lar sales than in the first half of 1950, but net 
income squeezed by increases in the cost of 
goods, operating expenses, and taxes. A tabu- 
lation of statements now available for 53 of 
the country’s 100 largest retailers, including 
chains, department stores and mail order houses 
whose figures for the half year ended July 31 
were issued during September, shows that sales 
were up 11 per cent as compared with the cor- 
responding period of 1950, but that net income 
after taxes was 13 per cent lower. The average 
net profit margin was narrowed from 8.0 to 2.4 
cents per dollar of sales, as may be seen from 
the summary on the next page. 


It wiil be noted that a severe squeeze was ex- 
perienced by the 14 food chains, whose aver- 
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Changes in Sales, Net Income, and Profit Margins of 53 
Large Retail Trade Corporations for the First Half Years, 
1950-1951 


(In Millions of Dollars) 


% 
Chg. 


+20 
+10 
+8 
+7 


+11 


% Margin 
on Sales 
1950 1951 


16 1.1 


No.of Trade 


Groups 1951 


Chains—food ...$2,033 
Chains—variety.. 597 
Dept. & specialty 1,787 
Mail order ...... 1,722 


% 
Chg. 
—17 
+21 
—27 
— 8 


—13 


Net Ine. 
1951 


Total $6,139 2. 





age net profit margin was narrowed from 1.6 
to 1.1 cents per sales dollar. Their combined 
sales of over $2 billion were 20 per cent above 
last year but, as a result of the pressure of rising 
costs, wages and taxes against government ceil- 
ings on selling prices, their net income of $23 
million was 17 per cent below last year. Of the 
14 chains, 12 had lower earnings this year. 


Among the 22 large department and specialty 
store organizations, 16 had lower net income 
this year, while the group total was down 27 
per cent. Three of the four mail order com- 
panies also had lower earnings. Of the 13 large 
chains other than food, however, 9 had increases 
in net income this year, while the group total 
was up 21 per cent. 


The chief reason why earnings of food chains 
were squeezed more sharply than those of large 
chains handling drugs, shoes, and general mer- 
chandise is found in the workings of price con- 
trols. Although the ceilings on selling prices 
apply to practically all types of merchandise, 
they hit particularly hard in the case of meats. 


A number of chain grocery organizations 
whose earnings have been squeezed have ap- 
plied to the O.P.S. for higher ceilings on nu- 
merous items, but only very limited relief has 
been granted thus far. Safeway Stores, which 
sells over $1 billion annually through more than 
2,000 stores, recently declared that although its 
prices have been frozen since January it was 
having to pay more for goods, and requested 
that the general price freeze be changed to 
allow it the same profit margins as in January. 


After this request and also specific applica- 
tions to raise price ceilings on a number of in- 
dividual items, to which it claimed to be entitled 
under the stabilization legislation, were denied 
by Price Director Michael V. DiSalle, the com- 
pany appealed its case to the U.S. Emergency 
Court of Appeals in Washington, D. C., where 
it is pending. In the company’s latest report, 
issued last month and included in our summ 
above, Mr. L. A. Warren, president, asserts that 
the squeeze on profits has increased since the 
end of the first half year and that operations are 


resulting in little or no profit. Numerous other 
grocery distributors also are protesting against 
operating under inflexible ceilings when their 
suppliers do not. 

Late in September the O.P.S., in an effort to 
relieve the squeeze on meat distributors’ profit 
margins and thereby to increase the supply of 
meat moving through legitimate channels, 
raised beef price ceilings in wholesale markets 
by an average of 1 cent per pound and in re- 
tail markets by 1%-2 cents. 

While there is ready acceptance of the general 
principle that price ceilings should be adjusted 
as may be needed to keep up a large flow of 
goods, there seems to be little appreciation of 
how narrow the profit margins of distributors 
really are. Current discussions of inflation con- 
trol put the emphasis mainly upon “holding 
the line” on selling prices, and it is assumed that 
any “justifiable” increases in costs for labor, ma- 
terial, and taxes will be absorbed by the dis- 
tributor — out of his own margin of profit. 

Actually, the net profit margins of the retail 
trade corporations in the United States that 
have published financial statements during the 
18-year period 1933-50 inclusive have averaged 
only 3.8 cents per sales dollar, according to our 
annual tabulations given in the April issues of 
this Letter and summarized below: 

Average Net Profit Margins in Cents per Sales Dollar 

of Leading Retail Trade Corporations 


Food Mail 
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2.4 
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Although the different tabulations are not 
strictly comparable because of variation in the 
number of reports included each year, the an- 
nual average net profit margins give an indica- 
tion of general earnings trends. The long-term 
average of 3.8 cents per sales dollar clearly 
does not allow much leeway for absorption of 
any substantial increases in costs. 


The 100 Largest Retailers 


A study of the detailed income statements 
given in the latest annual reports of the coun- 


Average een 1.4 


114. 
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try’s 100 largest retailing corporations likewise 
reveals that while the sales revenues of these 
merchandising giants are enormous, their costs 
for goods, operating expenses, and taxes also 
are enormous. The accompanying list is based 
upon dollar volume of sales in the 1950 calendar 
or nearest fiscal year; it includes some companies 
which in addition to retailing are engaged in 
wholesaling, food processing, and manufacturing 
of clothing, shoes, etc. 





100 Largest U.S. Retail Trade Corporations, Based Upon 
Reported Sales for 1950 Calendar or Nearest Fiscal Year 


(In Millions of Dollars) 


Department & Specialty 
Allied Stores Corp........... $440 
Assoc. Dry Goods Corp... 148 
Barker Bros. Corp. 
Best & Company. 
ee 
Broadway-Hale Stores .... 
Fitzsimmons Stores Lane Bryant, Inc... 
Food Fair Stores... Bullock’s, Inc. ..... 
Grand Union Co.............161 Burdine’s, Ine. WWW... 
A. & P. Tea Co...3,180 Carson Pirie Scott & Co. 
189 City Stores CO. enn 
Consol. Retail Stores... 
Davidson Bros. encccccnesacsun 
Emporium Capwell Co... 
. eee 
Federated Dept. Stores... 
Marshall Field & Co... 
_. . =e 
Goldblatt Brothers 
Grayson-Robinson Stores 
ae 
Hecht Company 
Higbee Company 
Joseph Horne Co. 
Hoving Corp. 
Howard Stores Corp. 
Interstate Dept. Stores... 
Kobacker Stores 
Lerner Stores Corp. 
R. H. Macy & Co. 
Mandel Brothers 2c 
May Dept. Stores Co.......... 
Meier & Frank Co. 
Mercantile Stores Co... 
a Seana Me. Miller-Wohl Co. ....... 
Sueghes Dees "Stores National Dept. Stores ... 
Rexall Drug, Inc... Ohrbach’s, Inc. sen 
Shoe Corp. of America... J. C. Penney Co. 
Thrifty Drug: Stores Co... Rich’a, Ine. .....~. 
Unit. Cigar-Whelan Strs. Richman Bros. Co. 
Walgreen Company Rike-Kumler Co. ... 


Western Auto Supply Co. 156 
F. W. Woolworth Co... 682 24. Schuster & Co... 


Scruggs-Vandv’t-Barney .. 
Mail Order Stix, Baer & Fuller Co... 
Aldens, fac. .........., $80 Thalkimer Bros... 
Montgomery Ward & Co. 1,170 Western Dept. Stores... 
National Bellas Hess...0932 Wieboldt Stores .... 
Sears, Roebuck & Co......2,561 Woodward & Lothrop... 
Spiegel, Inc. ........ 144 Younker Brothers 


Chains—Food 

Albers Super Markets... 
American Stores Co.......... 
H. C. Bohack Co... 
Colonial Stores nnn 
Dixie-Home Stores 

First National Stores... 
Fisher Bros. Co... 


National Tea Co. 

Red Owl Storezs...... 
Safeway Stores .. 

Stop and Shop..................... 
Thorofare Markets .......... 
J. Weingarten, Inc 
Winn & Lovett Groc. Co. 


Chains—Variety, etc. 

A. S. Beck Shoe Corp..... 
Davega Stores Corp..nnmnn 
Edison Bros. Stores.. 
Founders, Inc. ..... 


S. S. Kresge Co....... 

S. H. Kress & Co........... 
McCrory Stores Corp........ 
McLellan Stores Co..cunm 
Melville Shoe Corp..cmniun 
G. C. Murphy Co............. 
Neisner Brothers . 


The above classifications are not clear-cut, and numerous com- 
panies overlap. In certain cases, the sales totals given include 
some wholesale as well as retail business. The list excludes 
several of the larger stores which do not publish sales figures, 
such as B. Altman & Co., Block & Kuhl Co., J. L. Hudson Co., 
Strawbridge & Clothier, and John Wanamaker. * Year ended 
June 30, 1951. 





Sales and miscellaneous revenues of the 100 
largest retailers last year aggregated $20.3 bil- 
lion. This represents about 15 per cent of the 
total retail trade in the United States, estimated 
at $140 billion by the Department of Com- 
merce. These companies operate a total of 


26,907 retail stores of widely varying size, plus 
manufacturing and processing plants and ware- 
houses located throughout the United States. 
The group furnishes employment to 1,140,000 
men and women, and is owned by 763,000 reg- 
istered shareholders, many of whom are em- 
ployees. The year-end balance sheets show total 
assets of $7.3 billion —an investment averaging 
about $6,400 per employee. 


Following is a composite income account 
showing the distribution of the $20 billion 
receipts last year: 


Disposition of Income of the 100 Largest U.S. Retail 
Trade Corporations in the Year 1950 


Total in Cents per 
Millions Sales Dollar 
Net sales $20,331 100.0 
Costs of goods purchased, wages and sal- 
aries, all other expenses except taxes.. 18,842 
Taxes, except federal income taxes*...... 219 
Federal income and excess profits taxes. 598 





Total costs of operations............. 19,659 
Net i 672 
Preferred and common dividends paid... 325 


Reinvested in the busi $ 347 








* Taxes other than federal income taxes partly estimated on 
basis of 75 reports giving complete tax details. 


It will be seen that federal taxes on income 
took $598 million or 2.9 cents out of every dol- 
lar. Other federal, state and local taxes amounted 
to $219 million or 1.1 cent per sales dollar. 


Net income after taxes of the group repre- 
sented an average of 3.3 cents per sales dollar. 
For the first half year 1951 the available re- 
ports of 53 companies showed, as cited above, 
a margin of only 2.4 cents. 


Of last year’s net income, an average of 1.6 
cents per sales dollar, or slightly less than half, 
was paid out in preferred and common divi- 
dends. The remaining 1.7 cents was reinvested 
for property improvements and for working 
capital. 

Taxes amounted to more than twice the divi- 
dends paid to shareholders. They represented 
an average of $700 per employee, or $1,100 per 
shareholder. 

Wages and salaries paid, for which figures 
are published by 27 of the 100 largest retailers, 
averaged $2,400 per empioyee last year, and 
were over eight times as much as the dividends 
paid by the same companies. 


Although the traditionally narrow net profit 
margins of the large national retail organizations 
as summarized here are a matter of public 
record, and are typical of mass distribution 
generally, they do not of course deny the exist- 
ence of much wider spreads on specific items 
among the country’s 1,700,000 retail establish- 
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ments. Wherever the profit margins become 
much wider than average, however, regardless 
of whether or not there are charges of “profiteer- 
ing”, they become subject to pressure from three 
different quarters. One is “official” — the O.P.S. 
A second is the constant competition for the 
consumer dollar by retailers in the same line 
and other lines as well. But the third and final 
defense is exercised by the consumers them- 
selves, whose resistance to prices considered ex- 
cessive is far stronger, as experience has demon- 
strated over and over, than any “control” by 
supposed “monopolists.” 


Werld Bank and Fund Meetings 


In September, the annual meetings of the 
International Monetary Fund and International 
Bank for Reconstruction and Development 
brought together in Washington a distingnished 
group of finance ministers and central bank 
presidents. These twin organizations had their 
formal inception at the Bretton Woods, New 
Hampshire conference in July, 1944. By the 
Bretton Woods Agreements Act a year later, 
the United States Congress authorized contri- 
bution of $2,750 million to the Fund and up to 
$3,175 million to the Bank. After thirty-odd 
other governments had signified their desire to 
join, the Bank opened for business on June 25, 
1946 and the Fund on March 1, 1947. While 
Russia, which participated in the Bretton Woods 
conference, never joined up and Poland has 
dropped out, a number of countries not repre- 
sented at Bretton Woods have become members. 
With the recent additions of Pakistan, Ceylon 
and Sweden, the membership now totals fifty. 

The annual meetings, of which those in Sep- 
tember represent the sixth, provide a unique 
and dramatic occasion when responsible financial 
officers from all over the world get together to 
exchange views, compare notes on problems and 
experiences in meeting them, and — among other 
things —hear expert advice on the needs for 
sound money and balanced budgets and the 
means to economic progress. 

The Canadian Finance Minister, Mr. Douglas 
C. Abbott, who served as chairman, set the key- 
note in his opening statement. Referring to the 
threat of mounting defense expenditures to 
monetary equilibrium, he urged the vital neces- 
sity for governments to take effective measures 
to deal with the problem: 

It is equally essential that the peoples of our countries 
should understand that the problem is not one for which 
there is any easy trick solution, but rather that it is one 
which will require the concerted efforts and forebear- 


ance of all elements in the community if it is to be 
solved. 





At Bretton Woods, Mr. Abbott recalled, it was 
anticipated that the Fund would render its great- 
est service in helping to achieve exchange sta- 
bility and liberal exchange practices. “Now more 
than ever before”, he declared, “do we feel the 
need for effective international consultation and 
mutual help”. 
The Bank’s Record 

The International Bank for Reconstruction 
and Development, concentrating on the area of 
economic development, reported a continuous 
growth in its activities. Mr. Eugene R. Black, 
President of the institution, stated at the annual 
meetings that the Bank granted 21 development 
loans for a total of nearly $300 million in the 
year ended June 30 compared to eight loans for 
a total of $109 million in the previous year. 
Apart from money paid in by member countries, 
the Bank obtains funds for lending by issuing 
its own bonds. With $100 million raised by a 
sale of bonds during September, the Bank now 
has borrowed a total of $400 million in the 
American market and the equivalent of $36 mil- 
lion in the Swiss and London markets. Mr. 
Black expressed warrantable confidence that 
“unless the international situation deteriorates 
further, we will be able to meet all the capital 
needs of economic development in our member 
states, to the extent that those needs ought 
properly to be met on a long-term loan basis”. 

In view of the record (Mr. Black went on to say) it 
seems strange indeed that suggestions are still heard 
that new ways must be found to increase many times 
over the amount of intergovernmental loans for deatep- 
ment purposes. Such suggestions, in my experience, are 
usually based on large but hazy calculations of what is 
available and what really can be used in the form of 
loan capital for development. They are made without 
consideration of the seriousness of the obligation a coun- 
try assumes when it incurs debt. They ignore the 
frustration and bitterness a country invites when it 
shoulders an obligation greater than it can afford, and 
before it is really ready to put capital effectively to 
work. 

Inasmuch as the World Bank has gathered 
unto itself considerable experience in the field, 
Mr. Black's evaluation of the prime principles of 
economic development are worthy of note: 

1. Economic development is an important objective 
for the entire community of nations. It is important to 
less ee countries in terms of production, of 
standards of living, and of continuing national growth. 
It is not less important to countries that already have 
reached a high stage of development. Their own liveli- 


hood and their own future depend on the progressive 
expansion of world production and commerce. 

2. Economic development is a long-term process. It 
cannot be carried out sporadically; it must be approached 
as a matter of broad and continuing public interest — not 
a means of promoting the interests of a particular area 
of the country, not a means of winning votes in a criti- 
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cal electoral district, not a means of satisfying the ego 
of political sponsors. 

8. The social institutions of the country, the distri- 
bution of wealth and opportunity among the people, 
the effectiveness of the educational effort, the ener 
and competence of government administration, and the 
character of the policies governing the use of the coun- 
try’s resources — these are all factors which bear quite 
as directly as foreign capital on the rate of develop- 
ment. 

4. The shortage of trained personnel at every level 
is one of the greatest and most intractable obstacles to 
development. Recent programs of technical assistance, 
undertaken both bilaterally and internationally, are a 
constructive effort to help the underdeveloped countries 
meet this difficulty. 


5. Development is primarily the responsibility of the 
developing country itself. There is not, and cannot be, 
any substitute for internal effort. Foreign capital cannot 
be broadly effective in the absence of local capital. 
Foreign advice will be useless unless there are roots for 
it to nurture. 

A Practical Approach 

One of the most useful activities of the World 
Bank for helping member countries assess and 
realize more effectively their full economic po- 
tential is what it calls the “comprehensive eco- 
nomic survey mission.” Such groups are con- 
stantly at work, in far-flung parts of the world, 
making studies and preparing recommendations 
on policies and investment programs most likely 
to accelerate a country’s development. Quite 
apart from any financial aid that the Bank may 
subsequently offer, such enterprises can have 
great value. 

With an established position as an interna- 
tional lending institution, the Bank can pick up 
where the Economic Cooperation Administra- 
tion — scheduled for early termination — leaves 
off. It can apply more rigorous tests on capital 
expenditure programs and supply funds in the 
form of loans instead of gifts. If a capital ex- 
penditure program cannot yield real benefits 
and pay for itself there is immediate ground for 
doubt as to whether the project is really wise. 
Free grants invite financial irresponsibility and 
competitive struggle to see who can get the 
biggest slice of the pie, and simply put off the 
day when nations must discover that they must 
learn how to balance up accounts and earn a 
credit standing. 

One practical difficulty the Bank has been up 
against has been the reluctance of many mem- 
ber countries to permit it to use money they 
have turned over in payment of capital stock 
subscriptions. According to the Bank’s charter, 
this money (the part paid in local currencies) 
is not usable for lending without special per- 
mission. While the Bank has properly stressed 
the long-run importance of cooperation by mem- 
ber nations in releasing their capital subscrip- 
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tions, this provision has not created serious dif- 
ficulty up to now because the United States 
(plus Ecuador, El Salvador, and Honduras) 
have fully released their contributions from re- 
striction, and U.S. dollars have been the most 
wanted currency. 


Fund Stymied 

On the whole the World Bank was set up on 
straight-forward lines and it has worked out 
more or less according to plan. The same can- 
not be said of the International Monetary Fund. 
The Fund was adapted from a plan for a world 
clearing-house developed by the late Lord 
Keynes. The European Payments Union, put 
into operation July 1, 1950 at the Bank for Inter- 
national Settlements in Basle, has parentage in 
the same root idea which in turn is based on 
the long and successful use of clearing houses 


by private banks. 


The perfect performance of a clearing house 
depends upon the unquestioned solvency of its 
members and the immediate settlement of ad- 
verse balances in good money. International 
clearings historically have been carried out 
with gold or gold-convertible currencies like the 
old pound sterling and the dollar. While the 
International Monetary Fund was represented 
as a sort of clearing-house, with some automatic 
credit facilities hooked on, it failed to meet the 
elementary essentials. It had no adequate pro- 
visions for settling up accounts periodically and 
most of the prospective members were unable 
to maintain unrestricted convertibility of their 
currencies into gold or dollars. The attraction 
of the Fund to them was not as a clearing-house 
but as a free lending institution—as a place 
to deposit inconvertible currencies and take out 
dollars. The entire enterprise was launched in 
disregard of the principle that a prior appraisal 
of creditworthiness is a vital consideration in 
lending. 

The Fund has attempted some operations 
along lines contemplated in its charter but with 
increasing reluctance. It became clear — as many 
practical bankers had warned — that it would be 
only a matter of time before the Fund would 
be denuded of “hard”, convertible currencies 
and filled up with “soft”, inconvertible curren- 
cies. And that, perhaps, would have been the 
end of the Fund. Nevertheless, the Fund’s un- 
willingness to proceed according to plan quite 
naturally developed friction, misunderstanding 
and disappointment among member countries. 
Thus, it has been a victim of its own authors. 

Obviously some change has been called for. 
British spokesmen have advocated opening up 
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the resources of the Fund on the test of credit- 
worthiness. Others have suggested a liquidation 
of the Fund and a merger of its essential func- 
tions with its twin institution, the International 
Bank, partly, to save waste of valuable man- 
power in the duplication of facilities. Still 
others would do a rewrite job on the statutes, 
organization, functions, and operations. 


Standby Stabilization Credits? 

The Fund’s own choice was indicated in the 
speech by Mr. Ivar Rooth, who recently suc- 
ceeded Mr. Camille Gutt as Managing Director, 
in presenting the Fund’s Annual Report. Allud- 
ing to criticisms of the limited use made of the 
Fund’s resources, he indicated that American 
financial aids had supplanted the need for any 
very wide use of them hitherto but evidently 
looked forward to more active operation of the 
Fund: “The Executive Board of the Fund is in 
agreement that more effective consultation with 
members for use of the Fund’s resources is de- 
sirable and necessary to give them confidence 
to take bolder steps toward the achievement of 
the Fund’s objectives.” 


Mr. Rooth did not specify what these “bolder 
steps” would ‘be but it is stated in the Annual 
Report of the Fund that its Executive Directors 
and staff have been attempting to formulate a 
new policy respecting the use of its resources 
“in the less disturbed payments situation which 
it is hoped lies ahead.” According to the report, 
the Executive Directors on May 2 approved a 
procedure whereby the Fund, in effect, would 
offer standby currency stabilization credits as 
an inducement to particular member countries 
to take the risks involved in relaxing and re- 
moving trade and exchange restrictions and dis- 
criminations. Such credits were successfully em- 
ployed by central banks in the restabilization of 
European currencies after World War I, and — 
until the accession of Hitler — restored a world 
where people could travel and spend or lend 
their money where they pleased. 


Basic Problem of Inflation 
Mr. Rooth attributed to inflation “the per- 
vasiveness and intractability” of the problem of 
international payments: 
When the people of a country spend more on con- 


sumption and investment and for government 
than the value of what they produce at home sa: the 


ts receive from abroad, the excess spending will 


aid 
be used to bid away goods from export markets and to 
import more than can be paid for with accruing ex- 
change earnings .. . 

Probably at no time since the end of the war has the 
threat of new inflation been so great and so widespread. 
The reasons are clear. The pressure to raise standards 


of consumption is everywhere so great that govern- 
ments hesitate to restrain this manifestation of the pop- 
ular will. At the same time, the urge for investment to 
develop and to modernize is almost universal . . . And 
now in many countries the serious international situation 
requires that part of the current output should be used 
for defense. 

To avoid inflation, each country should see what 
resources it has available for consumption, investment, 
and government purposes, and should shape its policies 
to make sure that the competing claims on these re- 
sources are not larger than the total that is available. 
The one clear fact is that inflation will not increase the 
real wealth of a country, that it will divert resources 
from the purposes for which they are most needed, and 
that it will generate distortions that strain the social 
and economic structure . . . 

The monetary authorities in some countries have be- 
gun to recognize that sound financial policies are effec- 
tive, even though they are unpleasant. The only means 
of preventing inflation is to reduce public and private 
expenditure. Governments must discipline themselves 
in these times to cut down on every dispensable public 
service; and they must use appropriate taxes and credit 
restrictions, however burdensome they seem, to reduce 
private expenditure. It is this very feeling that taxes 
and credit restrictions are a burden which is indicative 
of their effectiveness . . . 


Exchange and Trade Restrictions 


Pointing out that “no enduring solution to 
international payments difficulties can be found 
until countries have eliminated the inflationary 
forces that are generated by their own policies,” 
Mr. Rooth went on to discuss international pay- 
ments and trade restrictions in light of the 
broader goal of the Fund —as stated in its 
charter — “To facilitate the expansion and bal- 
anced growth of international trade, and to con- 
tribute thereby to the promotion and mainte- 
nance of high levels of employment and real 
income and to the development of the produc- 
tive resources of all members as primary ob- 
jectives of economic policy.” 


The Fund’s report mentions “a noticeable ten- 
dency toward the relaxation of restrictions and 
the increase of imports by many countries” dur- 
ing 1950-51 and urges the advantages of re- 
moving restrictions that have lost their balance 
of payments justification: 

The Fund is keenly aware of the difficulties of a new 
character which confront a number of its member 
countries, but nevertheless it believes that the very 
general improvement in balance of payments positions 
and prospects of its members justifies a relaxation or 
removal of restrictions and, particularly, of discrimi- 
nation. Such a relaxation would have short-run benefits 
in increasing the quantity of goods available for domestic 
consumption, thus restraining inflation, and would have 
benefits outlasting the — emergency by permitting 
a more economic use of the world’s resources. 


While the Fund was careful about mention- 
ing member countries by name, many observers 
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detected in the Fund’s proffer of standby credits 
a bid to the United Kingdom to take the gamble 
of loosing restrictions on the use of sterling. If 
this was the purpose, the answer was negative. 
Mr. Hugh Gaitskell, British Chancellor of the 
Exchequer, has revealed that since July—as a 
;result of abnormally large imports from the 
dollar area, some heavy special payments, loss 
of Persian oil, and other factors — London’s re- 
serves of gold and dollars have taken an adverse 
turn. Commenting on the size of the reserves 
at a meeting of the Foreign Policy Association 
in New York, he said: 

It is always difficult in dealing with changes of this 
kind to avoid, on the one hand over-much anxiety, and 
on the other over-much complacency. The reserves, 
of course, pep a not nearly as large as we should wish, 
are far above the level of two years ago. This provides 
us with the essential element of time to make any cor- 
rection necessary to the longer-term trend in the dollar 
balance to which I have referred. 

At the Washington meetings British spokes- 
men indicated that, with the adverse turn in the 
international payments position, there was very 
little chance of relaxations on sterling exchange 
restrictions in the early future. 


The March I Deadline 


The Fund is in a strengthened position to 
press for relaxations of trade and exchange re- 


strictions, not only because of a considerable 
improvement over the last two years in foreign 
holdings of gold and dollars, but also because of 
its charter provisions regarding them. The Fund’s 
charter denies to member countries, with stated 
exceptions, the right to impose restrictions on 
payments for current international transactions, 
or to engage in any discriminatory arrangements 
or multiple currency practices. Member coun- 
tries were given five years, dating from March 
1, 1947, to get rid of these restrictions and prac- 
tices. This “transitional period” thus ends March 
1, 1952. 


The experience has been, as the Fund’s An- 
nual Report indicates, that import restrictions 
and discriminations imposed for financial rea- 
sons—to protect shrunken currency reserves 
and balance up the international accounts — are 
tending to be maintained to protect home en- 
terprise from foreign competition. Moreover, 
export restrictions, sometimes justified by stra- 
tegic considerations, are more widespread. 

The United States has strongly supported the 
Fund on the principle that trade and exchange 
restrictions, by depriving people of access to 
the cheapest markets, tend to slow world eco- 
nomic development and lower living standards. 


The United States, with the tariff concessions 
granted over the past sixteen years, still offers 
the biggest and freest market to the foreign pro- 
ducer. The record, however, is not without ex- 
ceptions. For example, under legislation en- 
acted only this past summer, imports of cheese 
have been made subject to rigorous quota limits. 
Our export licensing machinery has inserted new 
red tape into the processes of international 
trade, and our efforts to bring pressure to bear 
on allied nations to shut off exports across the 
“curtain” habitually overlook the fact that the 
advantages of international trade are reciprocal. 
The British Chancellor of Exchequer took the 
occasion of his speech before the Foreign Policy 
Association to clear the air on this subject. After 
discussing the degree of Britain’s dependence 
on Russia for timber and animal feedstuffs, he 
went on to say: 


So, though no doubt Russia gets some advantage from 
her trade with us — and, of course, we have long since 
suspended the export of strategic materials — we believe 
the advantage to us is greater. What is true of Britain 
is, perhaps, even more true of other countries in Europe. 
And again, for Europe, as for us, I think the test which 


‘must be applied is where the balance of advantage lies. 


I do not think there has been any very serious sug- 
gestion that there should be a complete economic block- 
ade between the West and the East, so it really becomes 
a matter of just how far we ought to § in restricting 
trade. There is bound to be room for doubt and argu- 
ment about marginal items, but if we are to obtain 
essential things, we know we have to give something in 
exchange. 


Ultimate Goals 


At the close of the Fund and Bank —_. 
September 14, Secretary of the Treasury Snyder 
referred to the Fund’s purposes relating to cur- 
rency convertibility and freedom from exchange 
control, as agreed to at Bretton Woods, and 
went on to say: 


Of course, it is true that the problems of the last five 
years — and those which may lie ahead — have made the 
prospects of achieving the Fund's objectives somewhat 
more remote. But we should not let the present difficul- 
ties obscure our vision, so that we lose sight of our ulti- 
mate goals... 


In the future, as in the past, we should continue 
constructive efforts to find ways for the proper use of 
the Fund’s resources in connection with progress toward 
the Fund’s essential goals. 

Apart from the detailed questions of mechan- 
ics that occupy conferences of this kind, the 
discussions of broader principles and problems 
lend support to high-level officials who are the 
responsible defenders of sound money policies 
around the world. In these stormy times, with 
a constant threat of war overhanging, this is of 
inestimable value. 
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